cumulating evidence suggests that the use of refined statistical procedures may now be desirable. I welcome the opportunity presented by the comments of Courchene and Shapiro to present some of the available evidence on the points that they raised. 5 Before considering the issues raised in Courchene and Shapiro's comment, we must review a few of the assumptions that I made in the earlier paper. After assuming homogeneity of first degree in W n , I obtain M = f(r*> P, d, W n /P)P.«I then assumed (1) that r* and p are sufficiently covariated that 4 My reasons for preferring the particular research strategy can be easily summarized: (1) I see little point in investing heavily in a hypothesis that is poor relative to the alternatives available. (2) Several problems in using sophisticated tests are not generally appreciated. In particular, many such tests assume that the hypothesis is true and thereby assume that the relevant testing against alternatives has in fact been done. Further, quite frequently such tests depend on asymptotic properties of distributions while applied econometricians work with small samples. 6 Some steps in this direction have been reported m 'Some Further Investigations ...," op. cit presented at the December, 1963, joint meeting of the Econometric Society and American Finance Association and published in the Journal of Finance, May, 1964. This paper compares a number of oneand two-stage least-squares estimates for demand and supply functions for money.
•The variables are defined as follows: M the nominal demand for money, r* the yield on financial assets, p the yield on physical assets, d the yield on human wealth, Wn the nominal value of non-human wealth, P the deflator of non-human wealth, p the income deflator, Yh* the expected value of income from human wealth, Wh the stock of human wealth Yh the value of income from human wealth It should be noted that the development here makes a different assumption about homogeneity, but it arrives at the identical empirical equation. The difference in assumptions has no relevance for the present discussion.
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• , P/A with r, also reduces serial correlation in they can be combined m a single rate r, problems of interpretation that they fad to It must be noted that equation (1) The authors correctly note that I did not define the meaning of the word "stability" though I used it frequently to describe some of the results. By "stability" I meant that the parameter estimates for the wealth-adjustment model, computed for different time periods, appeared to be drawn from the same underlying population. I invariably used the term in that sense, a meaning that is hardly original and that did not generally mislead Courchene and Shapiro. 11 The authors note that on the basis of the Chow test, "we must reject (at the 1 per cent level) the hypothesis that the same model generated the data in both periods" . But Courchene and 10 One such comment: Despite their interest in statistical procedures such as those noted above, the authors suggest that I "isolated a long-run trend rather than a behavioral relationship." This statement is quite puzzling since it suggests that isolation of "time trends" is an alternative to construction and testing of hypotheses (see their n. 9). The evidence to which the authors refer in this footnote may be relevant to a test of the hypothesis, and I regret that they did not present it. It would be particularly interesting to know whether they forced the free parameter to be zero in their test. If they did not, the test to which they refer is irrelevant, since it assumes that the free parameter is a function of time. The reader may easily verify this by integrating the logarithmic first differences from an equation like (1) above that includes a free parameter. I did not assume that the free parameter, a, in the demand equation is a function of time.
11 Courchene and Shapiro are misled when they impute to me another meaning of the term "stability" that is said to be related to the neo-quantity theory. I find no support for this in my earlier paper, and they offer only a reference to some work by Friedman. To argue, as Courchene and Shapiro do, that "one believes that payment habits . . . shift in a fundamental way" without offering a hypothesis implying the "shift" is to miss completely the point of formulating and testing hypotheses (see n. 14 below). Table 1 for the more complete statement of the hypothesis, equation (1), pass the Chow test at the 5 per cent level. Note, however, that some serial correlation remains. Tables 1 and 2 summarize some additional information. Table 1 reports the results for the more complete hypothesis, equation (1) of the present paper; Table 2 summarizes some relevant results for the truncated hypothesis of the previous paper. Space permits only three comments about the comparative interest rate and wealth elasticities: (1) The point estimates of the r and W/P elasticities for the two subperiods are closer to the full period estimate when the more complete hypothesis replaces the truncated hypothesis. Thus the point estimates suggest even greater "stability" than the earlier results or those presented by Courchene and Shapiro. 12 (2) The principal differences between the estimates reported in the two tables appear to result from the exclusion of the war years. For 1900-1929, the computed elasticities are virtually identical in the two tables, and the t statistics are generally larger for the more complete hypothesis. (3) The wealth elasticity of Mi/p is smaller in every period than the wealth elasticity for Mt/p.
Shapiro fail to note that the Chow test is inapplicable when there is serial correlation of the residuals. The estimates in

SERIAL CORRELATION AND MULTI-
COLLINEARITY
The last column in Table 1 
